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T
imber and forestry assets include a broad range of
forest and paper products companies that have sig-
nificant amount of forestland under management,

timber investment management organisations and real
estate investment trusts which invest solely in timber.

Investments in timber and forestry by large institutional
investors and endowment funds have increased significantly
in the past few years. This increased interest is driven by
this segment’s behaviour as an asset that provides stable
returns and low correlation to traditional financial assets.
In addition, timberland possesses unique investment quali-
ties such as biological growth, which is a principle driver of
the timberland returns, and finite supply. On the flip side,
there is beta risk.

It is estimated that institutional investments in timber
and forestry assets have grown from approximately $4 bil-
lion in 1981 to over $18 billion at the end of 2005. Harvard
Management, which manages endowment and pension
money for Harvard University, has allocated 10% of its $27
billion assets to timber. Other well-known pension and
endowment funds that have a vested interest in timber
include Yale University, State Teachers Retirement Systems
of Ohio, CalPERS, Delta Airlines and Massachusetts
Pension Reserve Investment Management.

The long-term industry outlook for timber and forestland
investment remains strong as the global demand for wood
and paper products continues to exceed supply. The United
Nations Food and Agriculture Organisation estimated that
world consumption of wood and wood-related products will
rise by 60% over the next 25 years. Environmental conser-
vation has limited the amount of public land available for
harvesting.

The S&P Global Timber & Forestry Index is designed to
provide broad exposure to the investable global timber and
forestry market. The index includes 25 large, liquid, listed
forestry and timber stocks.

Timber and forestry investments have traditionally been
less accessible to mid/small-sized institutions and retail
investors due to high initial capital investment and a lack of
investment vehicles. These investors are now able to tap
into some of the benefits flowing from companies in both
the timber and forestry industry. Meanwhile large investors,
which access the segment directly, now have the tactical
advantage of a highly liquid, and transparent index for
meeting short- and medium-term investment objectives.

Overview of the global timber and forestry market  .

It is estimated that the investable global timber and forest
universe exceeds $300 billion. Approximately two-thirds of

that is in the US1, accounting for over 350 million acres of
privately-owned, managed forestland2. The remaining one-
third is scattered in countries such as Australia, Brazil,
Canada, Chile, China and New Zealand.

Unique drivers of forestland investment returns
and risk factors  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Timber and forestland investment returns are driven by
their following unique characteristics:

❑ Biological growth: Biological growth is considered
to be the most significant factor, contributing over
60% of the total return3. Biological growth refers to a
tree’s growth in terms of its volume and value. Mature
trees attract higher prices for their ability to be
processed into lumber and wood products. The pri-
mary risk to biological growth stems from natural
causes such as weather, insects and fire4. Other risk
factors include government regulations on environ-
mental conservation. 

❑ Timber prices: Timber prices contribute approxi-
mately 30% of the total return. They are affected by
macroeconomic variables such as GDP, housing starts,
construction spending, interest rates and population
growth. Timber prices, historically, have risen 3%

S&P Global Timber &
Forestry Index
Investments in timber and forestry by large institutional investors and endowment funds
have increased significantly in the past few years

Individuals and 
families 72%

1. US forestland private ownership

Institutional investors 5%

Industrial owners 23%

Source: Forest Research Systems 2006

1 Mercer Investment Consulting, ‘Timberland as an Investment for

Institutional Portfolios’, July 2006.

2 Forest Systems, ‘Forestland Asset Class Overview’, 

http://www.forestsystems.com/asset_class/asset.htm

3 Forest Investment Associates, ‘Illustrative Drivers of Timberland Returns’,

presentation.

4 RMK Timberland Group, ‘Managing Risk’,

http://www.rmktimberland.com/investing_risk.html

5 Cogent Partners, ‘Unique by Nature, Timber Investments in a Global

Economy’, 2005.

http://www.responsible-investor.com
http://www2.standardandpoors.com/portal/site/sp/en/us/page.family/indices_ei_gbl/2,3,2,1,0,0,0,0,0,0,0,0,0,0,0,0.html
http://www2.standardandpoors.com/portal/site/sp/en/us/page.family/indices_ei_gbl/2,3,2,1,0,0,0,0,0,0,0,0,0,0,0,0.html


THEMATIC INVESTMENT TIMBER & FORESTRY

Sponsored report, published by Responsible Investor in association with 26

above the rate of inflation5. During periods of high
inflation, timber and forestry investments can act as an
inflation hedge and provide capital preservation.

❑ Land prices: Appreciation in land prices, which in
turn are influenced by rising timber prices, makes a
small contribution to investment returns.   

Long-term industry outlook . . . . . . . . . . . . . . . . . . . . .

The long-term industry outlook for timber and forestland
investment remains strong as the global demand for wood
and paper products continues to exceed supply. The United
Nations Food and Agriculture Organisation estimated that
world consumption of wood and wood-related products will
rise by 60% over the next 25 years6. Meanwhile, the global
supply of timber appears to be decreasing. Environmental
conservation efforts have restricted the amount of public
land available for harvesting. Socio-demographic variables,
such as population growth and aging homes, also put con-
straints on the resource.

Methods of investing in forestry assets  . . . . . . . . . . .

There are several methods for investing in timber. Each has
its own advantages and disadvantages:

❑ Direct ownership and management of timber
and forest properties. Direct investment in timber
properties presents numerous challenges. Strong
expertise and knowledge of specific geographic areas,
forest harvesting and forest management are required. 

❑ Purchase of shares of publicly traded real
estate investment trusts (REITs). Investing in
shares of publicly traded REITs that invest solely in
timber and forestry provides the most liquidity. There
are only a few timber REITs and shares of REITs tend
to have higher correlation with traditional equity
assets.  

❑ Purchase of shares of publicly traded compa-
nies whose primary line of business is forestry
management and/or paper products. There are a
handful of timber and forest products companies glob-
ally with significant ownership of timberland.
Separating them from other companies in the industry
is challenging.

❑ Investment in timberland investment manage-
ment organisations (TIMOs), which are pooled
funds that invest in timber and forest proper-
ties. Many institutional investors gain access to timber
through investing in TIMOs. TIMOs specialise in spe-
cific regions of the country/world where they have

local knowledge and forestry expertise. For private
investors, however, TIMOs may not be a feasible
option as they have high initial investments ($5 mil-
lion for a commingled fund or $25 million–50 million
for a separate account). Management fees range from
0.8–1.2% of the asset value annually. Liquidity tends
to be low since TIMOs generally have a lock-up period
of 10 years7.  

Institutional and retail investment . . . . . . . . . . . . . . .

Institutional investments in timber and forestry have steadily
increased over the past 20 years. It is estimated that institu-
tional investments in timber and forestry assets have grown
from approximately $4 billion in 1981 to over $18 billion at
the end of 20058. Harvard Management, which manages
endowment and pension money for Harvard University, has
allocated 10% of its $27 billion assets to timber9. Other well-
known pension and endowment funds that have a vested
interest in timber include Yale University, State Teachers
Retirement System of Ohio, CalPERS, Delta Airlines and
Massachusetts Pension Reserve Investment Management10.

For mid/small-sized institutions and retail investors, who
are unable to commit a large sum of money to private equity
investments like TIMOs, accessibility to forestland invest-
ments remains limited. Moreover, the initial lockup period of
10 years or more poses a liquidity constraint on investors
with a short/medium-term investment horizon.  For these
investors, listed timber assets are the only investment option.

Risk/return profile  . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Historically, forestland has generated favourable returns
with lower volatility compared to other asset classes, as evi-
denced by the performance of the National Council of Real
Estate Investment Fiduciaries (NCREIF) Timberland Index.  

In addition to higher returns and lower volatility, timber
and forestry assets have low correlation with other asset
classes. This suggests that the addition of timber and forest
assets to a portfolio of conventional assets can reduce the
portfolio volatility.

NCREIF
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Index

Annualised returns
Standard deviation

2. Annualised returns and standard deviation

Sources: Standard & Poor’s, Lehman Brothers, NCREIF and FactSet.
Figures are from 31 December 1986 to 31 December 2006
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Listed timber and forestry assets  . . . . . . . . . . . . . . . .

Listed timber and forestry assets take two forms. They are
❑ Publicly traded shares of forest and paper products

companies with timber and forestry assets under man-
agement.

❑ Publicly traded shares of REITs that invest solely in
timber and forestry.

Some advantages of listed timber and forestry assets are:
❑ Accessibility for mid/small-sized institutions and retail

investors 
❑ Daily liquidity, as listed timber assets are traded on a

stock exchange
❑ Global diversification

Some disadvantages are:
❑ High beta risk stemming from daily valuations on the

exchanges.
❑ Only a small portion of the total timber market is secu-

ritised, packaged or otherwise available in an exchange
listed format

The S&P Global Timber and Forestry Index

The S&P Global Timber & Forestry Index is comprised of 25
of the largest publicly traded companies engaged in the
ownership, management or the upstream supply chain of
forests and timberlands. The index is designed to provide
liquid exposure to the leading publicly listed assets in the
global timber and forestry industry, from both developed
markets and emerging markets.

NCREIF
Timberland

NCREIF
Timberland

4. Correlation coefficients of timber and 
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Sources: Standard & Poor’s, Lehman Brothers, NCREIF and FactSet.
Figures are from 31 December 1986 to 31 December 2006
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7. Risk and return profile

Source: Standard & Poor’s, NCREIF; data as of 30 June 2007
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3. Risk and return of asset classes

Sources: Standard & Poor’s, Lehman Brothers, NCREIF and FactSet.
Figures are from 31 December 1986 to 31 December 2006
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5. Country diversification of the index

US 50.02%

South Africa 3.85%

Source: Standard & Poor’s; data as of 1 November 2006

Canada 12.22%

Finland 7.94%

China 3.7%
Japan 3.84%

Spain 3.87%
Sweden 7.84%

6. Sample securities

Source: Standard & Poor’s; data as of 1 November 2006

Weyerhaeuser Co 7.80 US 21.5 NYSE
Plum Creek Timber Co Inc 7.88 US 8.0 NYSE
Rayonier Inc 7.75 US 2.7 NYSE
Holmen AB 4.00 Sweden 2.5 OM
Gunns Ltd 2.50 Australia 0.605 ASX
Sappi Ltd 3.85 South Africa 1.35 JSE
Grupo Empresarial Ence SA 3.87 Spain 0.35 CATS
Sino-Forest Corp 2.29 China 0.88 TSX

Name Index  Country Acreage  Exchange
 weight (%)  under
   management 
   (m acres) 

8. Growth of an investment

Source: Standard & Poor’s, NCREIF; data as of 30 June 2007
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Sources: Standard & Poor’s, NCREIF, Lehman Brothers and Fact Set; 
figures are from 31 December 2003 to 30 June 2007
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This report is published by Standard & Poor’s, 55 Water Street, New York, NY
10041. Copyright © 2007. Standard & Poor’s (S&P) is a division of The McGraw-
Hill Companies, Inc. All rights reserved. Standard & Poor’s does not undertake
to advise of changes in the information in this document. “Standard & Poor’s”
and “S&P” are trademarks of The McGraw-Hill Companies, Inc. Other index
names are trademarks of respective index providers.

These materials have been prepared solely for informational purposes
based upon information generally available to the public from sources believed
to be reliable. Standard & Poor’s makes no representation with respect to the
accuracy or completeness of these materials, whose content may change with-
out notice. Standard & Poor’s disclaims any and all liability relating to these
materials, and makes no express or implied representations or warranties con-
cerning the statements made in, or omissions from, these materials. No por-
tion of this publication may be reproduced in any format or by any means
including electronically or mechanically, by photocopying, recording or by any
information storage or retrieval system, or by any other form or manner what-
soever, without the prior written consent of Standard & Poor’s.

Standard & Poor’s does not guarantee the accuracy and/or completeness
of the S&P Global Infrastructure Index, any data included therein, or any data
from which it is based, and Standard & Poor’s shall have no liability for any
errors, omissions, or interruptions therein. Standard & Poor’s makes no warran-
ty, express or implied, as to results to be obtained from the use of the S&P

Global Infrastructure Index. Standard & Poor’s makes no express or implied
warranties, and expressly disclaims all warranties of merchantability or fitness
for a particular purpose or use with respect to the S&P Global Timber &
Forestry Index or any data included therein. Without limiting any of the forego-
ing, in no event shall Standard & Poor’s have any liability for any special, puni-
tive, indirect, or consequential damages (including lost profits), even if notified
of the possibility of such damages.

Standard & Poor’s does not sponsor, endorse, sell, or promote any invest-
ment fund or other vehicle that is offered by third parties and that seeks to pro-
vide an investment return based on the returns of the S&P Global Timber &
Forestry Index. A decision to invest in any such investment fund or other vehi-
cle should not be made in reliance on any of the statements set forth in this
document. Prospective investors are advised to make an investment in any
such fund or vehicle only after carefully considering the risks associated with
investing in such funds, as detailed in an offering memorandum or similar doc-
ument that is prepared by or on behalf of the issuer of the investment fund or
vehicle.

Analytic services and products provided by Standard & Poor’s are the result
of separate activities designed to preserve the independence and objectivity of
each analytic process. Standard & Poor’s has established policies and proce-
dures to maintain the confidentiality of non-public information received during
each analytic process.
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